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Answer any only two out of the following three questions (30 marks each) 


Question 1 


Tara has owned a cycle shop, Penny Farthing, in Armidale for ten years. When she 
started her business, she would work alone in a small shop in Halloween, a shady part 
of Armidale. She has worked hard and expanded her business. She now owns a big 
shop at Harsh Street, a reputed part of Armidale, and employs several sales people and 
mechanics. 


Tara buys a neighbouring shop, merges it into her existing shop premises and develops 
it into a workshop to repair bikes. Tara is not happy with her current insurance provider 
for the shop. The day the renovation work finishes, Tara arranges for an upgraded 
comprehensive insurance cover for the shop with a different insurance provider named 
‘Mega Insurance’. 

One of the questions on Mega Insurance’s application form is: 


“Have you ever been refused an insurance claim? Yes/No (Strike out whichever is not 
applicable)” 


Tara does not strike out either yes or no and leaves the question blank. Tara had a claim 
refused eight years previously when her shop was located in Halloween and got broken 
into. 


Peter has been working for Penny Farthing as a sales assistant for three years. He is the 
senior most sales person in the shop. His persuasive skill has won many customers for 
the shop. However, now Peter is thinking of leaving Penny Farthing. Peter wants to work 
for his sister-in-law in a job that offers him higher status and salary. Tara comes to know 
about Peter’s intentions. In an attempt to keep Peter working for her shop, Tara gives 
Peter a pay rise and the title of ‘manager’. Despite the change in the title and salary, 
Peter’s job remains essentially selling to customers. He has no authority to make other 
business decisions. Tara introduces Peter to wholesalers of cycle components and to 
customers as ‘the manager’. She has Peter wearing a badge, which says ‘Store 
Manager’. Tony is one such wholesaler. He has visited Penny Farthing a few times. 
However, Tara has never given Tony an order because she does not like his selling 
tactics, which she considers as aggressive. Tara has never told Peter that she dislikes 
Tony’s aggressive selling tactics. 


In February 2019, Tara visits Perth for a week to attend a seminar organised by a bicycle 
company. While Tara is away, Tony visits Penny Farthing. He persuades Peter to sign 
an order for certain cycle components. Peter thinks it appropriate not to call Tara and 
bother her during the conference. He thinks Tara will be pleased to know about the order 
when she returns back. 


A night before Tara returns back, Penny Farthing is again burgled. The burglars take 
away several bikes and vandalize the property. Apparently, Tara’s employees negligently 
failed to activate the burglar’s alarm when they closed the shop that night. 

On returning back to Armidale, when Tara comes to know about the order Peter gave to 
Tony, she refuses to accept the delivery and to pay for it. 
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Mega Insurance learns about the earlier refusal of Tara’s insurance claim. They argue 
that if they had known of the earlier refusal, they would have either asked for a much 
higher premium or not insured Tara at all. 


a) Advise Tara whether the order that Peter has signed with Tony binds 
Tara. 


b) Advice Tara on her rights under the insurance contract, and whether 
Mega Insurance is entitled to refuse her claim. 


Question 2 


Megan is a successful painting artist in the New England Region. She has a painting 
studio at home, where she creates, exhibits and sells her art work. She also gives 
painting classes at her studio. 


Megan wants to renovate her house. She borrows $200,000 from Jennifer, who is the 
owner of Risky Finances. Jennifer has recently obtained an Australian Credit Licence 
and just started her business. Jennifer offers the loan for four years at an interest rate of 
10 percent per annum. Jennifer provides Megan with a form of credit contract, which has 
the name of the credit provider and the amount of credit to be provided. Risky Finances 
takes security on Megan’s house. 


While the renovation is in progress, Megan stores the contents of her house and studio 
including her paintings at the warehouse of Queen Storage. She notices that the 
warehouse seems to be very full but takes no further notice as her belongings were able 
to be fitted in. The warehouse is in fact overloaded and in breach of local government 
regulations. The warehouse also does not have a fire extinguisher system or fire 
extinguishers. The absence of a fire extinguisher system and fire extinguishers is 
contrary to local government regulations. Megan’s belongings are not insured. 


Just before the renovation is completed, the warehouse of Queen Storage is completely 
destroyed in a fire including Megan’s paintings. Megan comes to know about the fire and 
suffers from depression. She cannot work for a few months. When Megan recovers, she 
has to spend her savings in purchasing contents for her house and establishing her 
studio again. Consequently, she falls behind in paying three instalments in a row. Risky 
Finances serves Megan a notice informing her that the entire balance of the loan to the 
amount of $120,000 is now due. In response to the default notice Megan requests 
Jennifer to defer the payments for three months. On receiving Megan’s request Jennifer 
serves a notice asking her to surrender possession of her house, so that Risky Finance 
can sell the house and recover the debt. 


a) What legal rights and remedies does Megan have against Queen 
Storage? 


b) Assuming that Jennifer acts on behalf of Risky Finances, what legal 
rights, remedies and obligations does Megan have against Risky 
Finance? If you consider that you would require further information to 
provide more detailed advice, state what information you would require 
and why it is relevant. 
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Question 3 


Muscle Maker Pty Ltd (Muscle Maker) is a chain of stores in Australia, which sells a wide 
range of exercise equipment. The equipment is manufactured in China. Muscle Maker 
has contracts with Chinese manufacturers, under which the manufacturers sell and 
package the equipment to Muscle Maker. The packaging has the Muscle Maker logo 
affixed to it. The logo is also etched on the exterior casing of the equipment. 


In October 2018, Muscle Maker imports some equipment. Muscle Maker names the 
equipment ‘Slendertone’ and advertises it as an electronic muscle stimulant. As with 
other equipment, Slendertone is accompanied with an instruction booklet. The booklet 
contains a warning, which states ‘Do not use for more than 20 minutes a day on a specific 
area of the body’. 


Muscle Maker distributes a monthly catalogue which advertises deals on its equipment. 
The October 2018 issue of the catalogue advertises Slendertone as: 


Slendertone 
No pain, lots of gain! 
Tone any part of the body with no effort 
Simply warp it around for 20 minutes a day 
Get your beach body this Christmas for just $299.99 
Money back guarantee. No questions asked 
In store now! 


The catalogue also contains a promotional article on Slendertone, which states that 
Slendertone has UltraTek technology, which generates vibrations and waves that help 
to melt fat and to stimulate muscles. It claims that UltraTek is clinically proven to provide 
the user with the benefit of a workout without exercises. 


In fact, none of the scientific tests have shown any effect of UltraTek technology on body 
fat. 


Andrew buys Slenderton after reading the catalogue. He uses it on his abdominal 
muscles in accordance with the instructions in the instruction manual. However, he finds 
that Slendertone simply gets warm, but does not have any effect on his abdominal 
muscles. Further, the fibre used in the belt of Slendertone causes Andrew to develop 
dermatitis. Andrew has to undergo a medical treatment, which costs him $750. He 
returns Slendertone to Muscle Maker and asks for a refund. Muscle Maker, however, 
refuses to return and refund. Muscle Maker argues that the equipment has been used 
now and cannot be returned for health and safety reasons. 


Diana is about to go for a holiday to the Gold Coast in a week. She is conscious of the 
appearance of her arms and would like to tone them. After reading the catalogue, she 
buys Slendertone. She does not read the instruction manual. She thinks that Slendertone 
will work quicker if she uses it for longer durations on her arms. The night she buys 
Slendertone, she leaves it wrapped around her right arm and goes to sleep. Slendertone 
heats up, and consequently, Diana suffers burns to her right arm. 


What possible liabilities does Muscle Maker have to Andrew and Diana? 
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